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I. INTRODUCTION
The late 1980s saw a dramatic fall in personal saving rates in Britain and the
United States
2which attracted the attention of academics and policymakers alike.
The period was also marked by a number of important structural changes, any or
all of which could have had an impact on personal saving behaviour. Included
among these are systematic changes in the demographic structure of the
population, female labour supply, productivity growth, financial liberalisation
and the degree of inequality in household incomes. These changes, coupled with
the decline in personal saving, led many commentators to pronounce that the
‘baby-boom’ generation (i.e. those currently middle-aged) were not saving
enough for their retirement — a concern heightened by growing fears over the
future of the state pension system, given current social and political attitudes.
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The question of whether baby boomers are adequately accounting for the
possibility of lower future public pensions in their current saving — and whether
they should be doing so — has formed part of a wider debate (particularly in the
UK) over the appropriate division of responsibility for provision of financial
security between the public and private sectors. The outcome of this debate has
been increasing emphasis on individual responsibility, whether providing for
retirement — pensions or insurance for long-term health care — or insuring
against unemployment or sickness. The extent to which the state should be
expected to provide financial security for its citizens is now a very real issue;
whether or not individuals will do this for themselves is far from understood.
Part of the reason for this lack of understanding is that very little is actually
known about the amount of wealth held by the majority of UK households, or,
more particularly, the distribution of total wealth amongst these households.
Much theoretical work has looked into the possible determinants of consumption
and saving, but little is known about the factors that in practice determine how
much wealth individuals choose to hold and in what form they choose to hold it.
1. Economic Models of Saving Behaviour
The life-cycle hypothesis, rooted in the work of Duesenberry (1949), Friedman
(1957) and Hall (1978), provides a coherent theoretical model with which to
explain economic behaviour across an individual’s lifetime. As such, it has
become the model that economists most frequently turn to in the analysis of
consumption and saving. The most simple case (often called the `stripped-down’
life-cycle model) demonstrates that it will be optimal for individuals to equalise
consumption across the periods of their life — the decreasing marginal utility of
consumption means that agents can make themselves better off by moving a
pound of spending out of a high-income period and into a low-income period.
Although this simple model has to be modified substantially to make it
plausible, the essence of the model remains the same. For example, the desire to
smooth consumption may well be tempered by the fact that household needs vary
over the life cycle — periods of home purchase or parenthood, say, may require
higher consumption than other periods. But this is not inconsistent with the life-
cycle model once we control for the influence of household needs or other
demographic factors.
3
In addition, individuals may wish to save to secure against periods of
unpredictably low income and / or high consumption such as times of
unemployment and illness. Sensible specifications of intertemporal preferences
acknowledge that households may dislike uncertainty and predict that they may
therefore hold some savings to insure themselves against unexpected variation in
their income and / or consumption needs. The desire to hold these
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`precautionary’ balances means that even young households may be expected to
have some savings. In reality, therefore, an individual’s consumption and savings
profiles are likely to differ from the predictions of the ‘stripped-down’ life-cycle
model, and one would expect any analysis of savings or asset holdings across
households to reflect this. The picture is complicated further by the fact that an
individual’s current holdings of assets will reflect not only the current period’s
savings decisions, but also those of all other previous periods. These, in turn,
will reflect the whole history of past income and consumption shocks, as well as
particular (perceived) incentives and opportunities for investments or saving.
But there is a further reason why we might be interested in looking at
households’ asset holdings. Studies that have tried to test the predictions of the
life-cycle model have typically tended to focus on the level of wealth holdings or
on the levels of consumption and income, but much can be learned about
household saving behaviour by looking at the composition of household wealth
holdings. One of the most important features is the balance between institutional
and non-institutional forms of saving, particularly given the recent growth in
institutional forms such as endowment mortgages and private pensions.
Individuals may hold so much institutional wealth that they choose optimally to
hold low levels of other financial assets. Also, an individual with a private
pension or an endowment mortgage will already be exposing themselves to stock
market risk and this may have an impact on the degree of risk they choose to
expose themselves to in their non-institutional savings.
4 The standard life-cycle
model has few implications for the form in which individuals choose to hold
their savings, whereas the desire to hold savings as a precaution against
uncertainty means that an individual’s portfolio must contain some liquid assets,
such as bank and building society accounts.
Many earlier studies of UK saving behaviour have tried to test the
implications of the life-cycle model by focusing on consumption behaviour
rather than by looking at household asset holdings directly. Several have found a
role for variables that control for variations in needs over the lifetime (see
Blundell, Browning and Meghir (1994), for example). That is, some of the
features of observed household income and spending profiles that the simple
model could not explain do not appear paradoxical when one allows household
well-being to depend on more than just total consumption. For example, the
finding that consumption growth is correlated with predictable income changes
(a phenomenon in contradiction with the life-cycle model, often called ‘excess
sensitivity’) seems to disappear when one controls for expected changes in
household composition and labour supply. Other work has found that changes in
the consumption of households around the time of retirement are not consistent
with those predicted by the life-cycle model (see Banks, Blundell and Tanner
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(1995)). Banks et al. show that there is a fall in the consumption of households
as they retire that cannot be just a reflection of declining work-related costs or
changing demographic needs. One explanation for this may be that households
have not saved enough previously to maintain their consumption level. Clearly,
direct studies of households’ asset holdings could provide important evidence on
the determinants of saving across the life cycle.
2. Asset Holding in the UK
Until recently, the direct study of the issues outlined above (by looking at the
evidence on household saving) was hampered by a lack of reliable, publicly-
available data. Recent work by Banks, Dilnot and Low (1994) utilised a dataset
compiled privately by National Opinion Polls — the Financial Research Survey
(FRS) — to analyse the distribution of wealth in the UK. The dataset contained
banded information on family holdings of each of a large number of
disaggregated financial assets and liabilities, as well as information on
demographic characteristics for approximately 8,000 families each year. Using
two years of data (1987-88 and 1991-92) to provide a detailed description of
wealth holdings by age, income and tenure type, Banks et al. (1994) found a
surprising number of households (almost one-fifth of the sample) with no liquid
wealth. Systematic patterns in asset holdings emerged across age- and income
groups, with only the highest-wealth households holding more than one or two
types of financial asset.
In this paper, we wish to present further evidence on holdings of financial
assets in the UK using data from the Family Expenditure Survey (FES). The FES
is the primary UK microeconomic data source — providing detailed information
on the characteristics, expenditures and incomes of about 7,000 households
every year since 1968 — and has been the centrepiece for a considerable body of
work on UK consumption and saving behaviour (see Attanasio and Weber
(1994), for example). There are several reasons for looking at data on wealth
holdings from the FES. First, the FES is a reliable data source that has been used
frequently in the analysis of trends in income and expenditure (see Goodman and
Webb (1994)). Evidence on wealth holdings from the FES will provide a good
test of the validity of the results in Banks, Dilnot and Low (1994) based on the
FRS. Second, the FES contains extensive information on household
characteristics which will enable us to analyse in some detail the determinants of
wealth holdings across the life cycle. Finally, there are over 25 successive years
of FES data available, which will enable us to document broad trends in patterns
of asset holding in the UK over the past two decades.
The plan of the paper is as follows. In the next section, we will describe
briefly the available sources of information on the asset holdings of UK
households. We also compare the evidence on wealth holdings in the FES with
that observed by Banks et al. (1994) using the FRS and with informationSavings and Wealth in the UK
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available from other official statistics. In Section III, we provide a more detailed
analysis of current wealth holdings in the UK, using data drawn from the most
recent years of the FES, and we compare these with broad time trends in asset
holding. We will also look at the experiences of UK households with Tax-
Exempt Special Savings Accounts (TESSAs). Section IV concludes.
II. HOUSEHOLD DATA ON SAVINGS AND WEALTH
A fairly clear picture of the aggregate wealth of all UK households and
unincorporated businesses is available from the personal sector balance sheet of
the National Accounts which contains aggregate data on total wealth holdings.
Aggregate personal sector saving rates can be measured indirectly by comparing
total personal disposable income with total expenditure. But there is little
information regarding the distribution of wealth across households. Some
information is published by the Inland Revenue on the distribution of total
wealth across wealth and income groups (see Inland Revenue (1994), for
example). These statistics are collated from information obtained in the
collection of inheritance tax, adjusted for the differential mortality rates of
population groups (see Atkinson and Harrison (1978) for further discussion).
However, these statistics contain no information regarding patterns of wealth
holding across households of different types. Nor do they disaggregate wealth
holdings by asset type. They cannot therefore provide answers to many
important policy questions. Very little is known about which particular types of
households took up Tax-Exempt Special Savings Accounts following their
introduction in 1991, for example, or how wealthy these households were.
Examination of these and other similar issues requires household-level datasets
with information on demographic characteristics as well as wealth holdings.
The ideal dataset for a detailed study of wealth holdings would, in addition to
information on income, spending and household characteristics, contain values
for the amount of wealth held by all households, disaggregated to a large number
of asset types to enable a study of the determinants of total wealth holdings as
well as portfolio composition. Unfortunately, this information is not contained in
any single dataset in the UK. In Table 1, we summarise the information that is
available for those interested in analysing household saving. The most complete
information available over the last 10 years is contained in the Family
Expenditure Survey and the Financial Research Survey (collected privately by
National Opinion Polls). Each of these surveys contains some information on the
financial asset holdings of around six or seven thousand households every year,
although little relevant information is available relating to housing and very little
relating to pension wealth.
The Family Expenditure Survey (FES) is predominantly known as a source of
information on household income and spending patterns. But from 1988, all
adults in the survey were asked whether or not they held any of a number ofFiscal Studies
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TABLE 1
Sources of Data on Financial Assets in the UK
FRS / NOP BHPS FES FES (raw)
a
First year 1987-88 1991 1988 1987
Last year 1991-92
b 1995 1994-95 1993
Sample size
(approximate)





Asset holdings Yes No Yes Yes







Some Yes Yes Yes
Income Banded Yes Yes Yes
Expenditure No Some Yes Yes
aThe ‘raw’ FES data contains every individual’s response to all questions asked. This information is processed
by the CSO to produce the ‘derived’ FES data that are normally used in analysis.
bThe FRS / NOP value data were recommenced in 1995-96 but these data are not available to us.
cIf wealth falls in a certain range (see text).
dThe FRS and FES contain some information on outstanding mortgage balances and original purchase price.
asset types, ranging from interest-bearing bank or building society accounts to
National Savings products, gilts, unit trusts or ‘stocks, shares, bonds and
debentures’.
5 In all years, individuals were asked into which of 12 bands the
value of their investment in National Savings products falls. The FES therefore
provides an important source of information on the portfolios of UK households.
In addition, from 1988 to 1993, all individuals were asked to say whether the
total value of their financial assets fell below a specified threshold (rising from
£1,000 to £1,500 during the six years), was greater than a specified upper limit
(lying between £10,000 and £20,000) or was somewhere between the two.
Individuals in the third group were then asked a further battery of questions on
the exact value of their financial wealth, disaggregated into eight groups —
current accounts, deposit accounts, five types of National Savings products and
other assets (gilts, unit trusts, stocks, shares and bonds). In each year,
approximately one-fifth of the sample falls into the third group, and for these
                                                                                                                                   
5 In the most recent year of FES data (1994-95), questions on all National Savings products except post office
savings accounts were omitted, leaving a smaller number of asset types.Savings and Wealth in the UK
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individuals we have both qualitative information on the type of assets held and
quantitative information on how much of each asset type they hold.
The data used in Banks, Dilnot and Low (1994) come from the Financial
Research Survey (FRS), a survey carried out privately by National opinion Polls
among a random selection of adults aged over 16. Respondents are interviewed
in their homes and asked about the type of assets and liabilities they hold. At this
stage, approximately 40,000 people are interviewed in a rolling survey over a
six-month period. A random selection of a tenth of these are then reinterviewed
by telephone during the following three weeks. At this second interview,
respondents are asked the value of the assets and liabilities they hold, but values
(for income as well as wealth variables) are recorded within bands and not as
exact amounts. In this paper, as in Banks et al. (1994), we use data from the last
two of these surveys, covering the period March 1991 to March 1992 — a total
sample of 6,622 individuals — to make comparisons with asset data in the FES.
Although there are some differences between the two surveys, this exercise
should provide, in the absence of official statistics, an important bench-mark of
both surveys.
6
How Reliable Are FES Asset Data?
The properties of the information in the FES on household demographics,
income and expenditure are well known. The FES sample is consistently
representative of the UK population, although there is some under-representation
of single elderly households and single-parent households. These issues have
been discussed in detail in Atkinson and Micklewright (1983) and more recently
in Goodman and Webb (1994) in their analysis of income and expenditure in the
                                                                                                                                   
6 There are several other sources of household data in the UK that will not be used in this study. This is
primarily because they currently contain little or no information on household wealth or asset holdings.
However, three of these household surveys are worth mentioning, since it is likely that in future years they will
prove important sources of information on household saving. The British Household Panel Survey, first
collected in 1991, is an important source of data on the experiences of the same households over time. The
wave containing asset information is still being processed and is therefore unavailable to us at the time of
writing. However, in the longer term, the survey will be a good source of information on both the dynamics of
household asset holding decisions across time and the way in which individuals interact in making household
saving decisions. The survey will also provide useful data on attitudes to saving. The Family Resources Survey
(available from 1993-94 onwards) has been designed to replace the income information in the FES and, as
such, will eventually provide the information on asset holding and asset income currently available in the FES.
Since this survey is only in its second year, we will not use it in what follows. Finally, the General Household
Survey, collected by the Office of Population Censuses and Surveys, contains information on pensions, health
insurance and life insurance, institutional forms of saving that have important implications for a household’s
decision about how much it needs to hold in non-institutional form, i.e. banks, building society accounts,
shares etc. However, there is no direct information on these non-institutional forms of saving. In addition,
batteries of questions regarding a particular topic are only asked intermittently and analysis of trends in saving
or asset holding is difficult. For a detailed analysis of the pensions information available in the General
Household Survey, see Dilnot, Disney, Johnson and Whitehouse (1994).Fiscal Studies
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FES over the last 30 years. The asset information is, as yet, largely
undocumented, and in this section, we compare some summary statistics from
the FES with those from other data sources on saving as a check of its
consistency.
Comparison of the asset information contained in the FES and FRS is
complicated by a discrepancy between the unit of assessment in the two surveys.
The FES collects information on all individuals in a household — defined as a
group of individuals who share rooms and at least one meal a week. These
individual records can be aggregated to either the household or the tax unit level
where necessary. The FRS, on the other hand, asks a single individual in a
household a set of questions, some relating to themselves and some relating to
their ‘family’ — a term that is never clarified in the questionnaire. Banks, Dilnot
and Low (1994) argue that the FRS unit of assessment lies somewhere between
the FES tax unit and the FES household. Table 2 illustrates this, presenting the
broad income distribution in the two surveys for the financial year 1991-92 (the
most recent year for which FRS data are available). The table shows that the
broad income distributions are very similar and the differences are consistent
with the number of people in an FRS `family’ being, on average, more than the
number in an FES tax unit but less than the number in an FES household. This is
TABLE 2
Percentage of Sample in Income Bands:
Household (FES), Tax Unit (FES) amd ‘Family’ (FRS)
Income FES household FES tax unit FRS ‘family’
£0-£2,500 0.68 5.73 2.83
£2,501-£4,500 7.50 13.00 8.14
£4,501-£6,500 8.89 10.77 8.64
£6,501-£7,500 3.14 4.42 4.40
£7,501-£9,500 6.22 8.11 5.27
£9,501-£11,500 5.71 7.15 7.57
£11,501-13,500 5.96 6.55 5.78
£13,501-£15,500 6.22 6.16 7.57
£15,501-17,500 6.01 5.20 7.48
£17,501-£25,000 19.36 15.45 19.86
£25,001+ 30.40 17.46 20.46
Total 100.00 100.00 100.00
Source: Banks, Dilnot and LowSavings and Wealth in the UK
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TABLE 3










Share Ownership 11,000 9,044 8,001 9,145
TESSAs 2,651 1,857 2,376 3,326
PEPs 2,110 1,239 n.a. n.a.
Note: Aggregate statistics are for October 1991 (source: Inland Revenue, 1994). The figure for PEPs (Personal
Equity Plans) is the total number of PEPs taken out since 1986 and as such will overstate the ‘live’ plans in
April 1992. In the column headed FESa, we present figures for the number of households with at least one
share holder or TESSA holder. The final column (FESb) gives the predicted numbers of individuals holding the
asset in question.
borne out in the analysis of the demographic composition carried out in Banks et
al. (1994).
We can use the proportions of a sample who hold an asset to estimate the
total number of holdings in the population, using the appropriate grossing
factors. In Table 3, we compare the population estimates of the number of
TESSA holders and share holders from the FES and FRS against official
statistics (Inland Revenue, 1994). In both cases, the household-level datasets
underpredict the number of individuals holding shares — a finding not
inconsistent with the undersampling of high-wealth households that is common
to all microeconomic datasets. Aggregate holdings of TESSAs are predicted
relatively well by both datasets. Unfortunately, it is not possible to disaggregate
holdings of Personal Equity Plans from other unit trusts in the FES data, so
comparisons between these and official data cannot be made.
Finally, we can compare the broad distribution of total financial wealth
across the FES and FRS. We can split the FES sample into three groups
according to their total wealth and, using estimates of total wealth from the FRS
(banded) data, compute a similar grouping for the FRS data. Table 4 shows the
percentages of both surveys falling into each group. In both surveys, households
with less than £1,500 of financial wealth make up the majority of the sample —
the small discrepancy between the FES and the FRS could easily be explained by
the fact that the FES definition of financial assets includes non-interest-bearing
accounts at banks and building societies.
In the FES, those with financial wealth between £1,500 and £20,000 are
asked further questions on all components, as described above. This group
represents about a quarter of the sample, depending on whether the data are
aggregated to the tax unit or the household level. This compares with
approximately a third of the FRS sample. The table also shows a discrepancy
between the percentages of each sample observed with very high wealth holdingsFiscal Studies
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TABLE 4
Broad Wealth Distribution, 1991-92 FES and FRS
Per cent
FRS FES household FES tax unit
Percentage of sample with:
Less than £1,500 64 56 61
£1,500-£20,000 33 26 23
more than £20,000 3 15 13
which cannot be attributed to the omission of current account wealth from the
FRS data. It may be attributable to the fact that we do not observe the precise
amount of wealth for individuals in the top bands for each assets, but it seems
more likely that the FRS undersamples the number and the wealth of high-wealth
households when compared with the FES. This truncation in the FRS sample is
also suggested by Figure 1, which shows that the households for which we have
information in both surveys (i.e those with total financial wealth between £1,500
and £20,000) are comparably distributed across the range of wealth, although a
FIGURE 1
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smaller proportion of FRS households are observed to hold between £10,000 and
£20,000 of financial wealth.
7 For the households in Figure 1, however, the two
datasets show remarkably similar patterns of asset holding. In the FES data,
these households hold 6.6 per cent of their wealth in National Savings products
and 13.5 per cent of their wealth in stocks, shares and unit trusts; in the FRS, the
proportions are 7.5 per cent and 15.5 per cent respectively.
III. ASSET HOLDING IN THE FES
In this section, we review the evidence on wealth holdings from the FES. Given
that the FES contains only limited quantitative information on the amounts of
financial wealth, our focus will be the distribution of different types of assets
across different households. In the first part of this section, we will present
cross-sectional profiles of wealth holding using the most recent year of FES for
which data are available, 1994-95. Then we use evidence from the FES over the
last 21 years to see how holdings of wealth have changed across the last two
decades and to examine the different effects of age and generation on patterns of
wealth holding. Finally, we focus on one particular asset for which the FES
contains detailed information — the Tax-Exempt Special Savings Account —
and review the evidence on holdings of TESSAs since their introduction in 1991.
1. Cross-Sectional Patterns in 1994-95
One question in which we are interested is the effect of age and household
composition on asset holdings. We divide the sample into 15 sub-groups
according to household characteristics. The first 14 sub-groups contain all
households with one or two adults. We group them according to the age of the
head, marital status and the presence of children. These 14 groups are convenient
in reflecting broad stages of the life cycle at which households are expected to
borrow, save and dissave and in summarising the particular demographic
characteristics that have been found to explain saving rates among UK
households in the past (see Blundell, Browning and Meghir (1994)). The final
(fifteenth) group comprises all households containing more than one tax unit.
These households do not fit so easily into any of the demographic groups since
they may contain tax units at different stages of their life cycles. The percentages
of the 1994-95 sample that fall into each of the groups are reported in Table 5.
The largest single demographic group is that of married couples with children
whose head is aged between 35 and 49, and the smallest is the group of single
parents aged between 50 and 64. In total, nearly a quarter of the sample are
pensioner households.
                                                                                                                                   
7 The distribution of households is estimated using a standard non-parametric Kernel estimator (see Härdle
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For each group, we also present in Table 5 the mean levels of weekly
household income and expenditure, both in absolute terms and equivalised to
take account of differences in household size.
8 Income is defined here as normal
gross income, excluding tax and National Insurance contributions, including
income in kind, but excluding imputed income from owner-occupation of
housing or capital gains on financial assets. Our definition of expenditure covers
total weekly household expenditure, including spending on durables and
housing.
There are large differences in average levels of weekly income and
expenditure between the different demographic groups, even taking account of
differences in household size. Young single parents have the lowest average
equivalised weekly income and expenditure. Single-pensioner households have
the lowest unequivalised levels of income and expenditure. Married couples in
                                                                                                                                   
8 The number of adult equivalents is computed using values of 0.66 for second and subsequent adults and 0.43
for each child. These values were estimated from 1992 FES data and are comparable with the scales used in
OECD statistics on UK income and spending (see Banks and Johnson (1993)).Savings and Wealth in the UK
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which the head is aged between 35 and 49 report the highest levels of income
and expenditure. Married couples in this age band with children have the highest
levels of expenditure and income, but accounting for their different household
sizes, married couples without children have the highest levels of income and
expenditure per adult equivalent.
These figures for weekly income and expenditure allow us to compute a
residual measure of saving at the mean for each of the demographic groups. For
the sample as a whole, the saving rate at mean income and expenditure is 8.4 per
cent. This compares with an aggregate saving rate for the UK personal sector of
9.4 per cent.
9 There is considerable variation in the saving rates across different
demographic groups. Young single childless households and married couples
aged 50 to 64 with children both have a small negative saving rate; young single-
parent households have a negative saving rate of 13 per cent. Typically, older
and richer households, particularly those without children, tend to have higher
saving rates. We find that pensioner households continue to save some of their
income; single-pensioner households have the highest saving rate of all
demographic groups at 18 per cent. These results confirm those of earlier
studies, such as that of Banks and Blundell (1994) which found systematic
differences in the saving rate by income and age and that of Banks, Blundell and
Tanner (1995) which found expenditure falling as income fell for retiring
generations of households.
For all individuals in the 1994-95 sample, the FES contains information on
holdings of particular assets, namely an interest-bearing bank, building society or
National Savings (post office) account and gilts, unit trusts, stocks, shares and
bonds. In addition, all individuals are asked their household tenure type and
whether or not they have a life insurance policy. Using this information, we
define three broad wealth types: housing wealth (whether the household is a
mortgage holder or outright owner), financial wealth (whether any household
member has at least one of the financial assets listed above) and life insurance
(whether any household member has a life insurance policy). In Table 6, we
report the proportions of each demographic group who own each of these three
wealth types.
For each of the three wealth types, ownership rates are high: nearly 70 per
cent of the sample are homeowners, 80 per cent own one or more financial assets
and over 50 per cent hold a life insurance policy. There is, however, significant
variation in the ownership rates across different demographic groups. Looking
first at ownership rates by age among non-pensioner households and comparing
households of similar composition at different ages, there is some evidence of a
systematic increase with age in the likelihood of owning each of the three assets.
However, the other demographic characteristics are clearly important and there
are large differences between households within the same age band. In general,
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married couples have higher ownership rates than single people, and households
with children have lower ownership rates than those without, although the
reverse is true for life insurance where the presence of children appears to
increase the likelihood of ownership. Thus, single-parent households tend to
have the lowest ownership rates of all three wealth types — this is particularly
striking in the case of homeownership among the youngest single parents — and
married couples without children tend to have the highest; the ownership rates
for financial assets and housing assets for older married couples are over 80 per
cent. There is some evidence that pensioner households are less likely to hold
wealth, but this cannot automatically be attributed to the life-cycle phenomenon
of asset decumulation. Rather, the lower ownership rates may be the result of a
cohort effect in wealth holdings whereby older generations experienced lower
ownership rates at all stages of their life cycle than their younger and richer
counterparts. We will explore this issue in more detail later in the paper.
Using the information available in the FES on particular types of assets, we
can examine the distribution of financial wealth in more detail. In Table 7, we
report ownership rates by asset type for each demographic group. For simplicity,Savings and Wealth in the UK
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we group together National Savings (post office) ordinary and investment
accounts, and because of very low ownership rates for gilts and unit trusts, we
include them with stocks, shares and bonds in the group ‘shares etc.’. From
Table 7, it is clear that the standard asset for most households is a building
society account, which is the most commonly held asset for all demographic
groups and is owned by two-thirds of the sample as a whole. The second most
commonly held asset is a bank account, held by one-third of the sample. Here,
bank and building society accounts are defined to include only interest-bearing
accounts and therefore these figures under-represent the ownership rates of all
bank or building society accounts. In the sample as a whole, 27 per cent of the
sample hold one asset from the group ‘shares etc.’, which also includes gilts, unit
trusts, stocks and bonds. Later, we consider trends in share ownership and
ownership rates of other financial assets in more detail.
As in studies from other countries (see, for example, Hochguertel, Alessie
and van Soest (1995)), we find that the majority of households do not hold a
large number of assets, although the ownership rates of stocks, shares, gilts and
bonds among certain groups, such as middle-aged married couples, are strikinglyFiscal Studies
52
high. The final column of Table 7 shows the proportion of each demographic
group that has a diversified portfolio, defined as a portfolio containing one risk-
free interest-bearing account (with a bank, a building society or the post office)
and one of the assets in the group ‘shares etc.’. In the sample as a whole, a
quarter have a diversified portfolio. There is quite a strong association between
the proportion in each demographic group that owns shares and the proportion
that has a diversified portfolio, reinforcing the notion that interest-bearing
accounts are the standard financial asset for all households.
As expected, the ownership rates of particular assets vary considerably with
age and household composition. The patterns that we observe for ownership
rates of broad wealth groups are to a large extent repeated in the ownership rates
of particular assets. Older households are more likely to hold each asset than
their younger counterparts, but within each age-group, there is considerable
variation in the proportions owning each asset across different demographic
groups: married couples are more likely to hold each asset than single people,
and households with children have lower ownership rates than those without.
The 1994-95 FES contains additional information on the level of household
debt. In particular, individuals are asked whether they currently have a loan from
a bank, building society, finance house, credit union, employer or the DSS and
the amount of the loan where relevant. They are asked whether they are paying
interest on a credit card and whether they are currently paying instalments for
anything bought on hire-purchase, from a credit club or on mail order. Each
household is also asked to give the amount of mortgage left to pay on their house
where relevant. In Table 8, we report three measures of indebtedness: first, the
proportion of households in each demographic group with at least one loan and
the average size of each loan; second, the proportion of households with a
mortgage and the average amount of mortgage still left to pay; and third, the
proportion of households in each group that are paying for goods bought on
credit. These figures show that young married couples are most likely to be in
debt: they have the highest proportion with a loan and the highest proportion
paying for goods bought on credit. Young married couples without children are
the most likely to have a mortgage, while young married couples (both with and
without children) have the largest average amount of mortgage left to pay, as
would be expected.
It is clear from this preliminary analysis of the data that holdings of different
assets vary considerably between different groups of households. The age of the
head of the household, marital status and the presence of children appear to act
as strong defining characteristics on the wealth and portfolios of households. In
cross-sectional analysis, however, the pure effect of age on the pattern of wealth
holding cannot be distinguished from the effect of generation. If we observe in a
cross-section that older households are less likely to own a particular asset, it is
impossible to tell whether this is due to an age effect of asset decumulation or a
generation effect of lower ownership rates at all ages than younger generations.Savings and Wealth in the UK
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Without being able to distinguish between these separate age and cohort effects,
it is impossible to predict from current cross-section patterns into the future.
Whilst separating age, cohort and time effects is never possible, evidence from a
time series of cross-sectional surveys can be used to shed important light on the
extent to which the cross-sectional distribution has been changing. Below, we
draw on data from 21 years of the FES to examine longer-term trends in patterns
of wealth holding and to explore the separate effects of age and cohort.
2. Asset Holding Patterns Since 1973
Using data from 21 years of the FES (1973-93), we define three broad types of
wealth holdings as before: financial assets, housing wealth and life insurance. In
order to obtain a consistent measure of ownership rates of financial wealth,
however, we have to look to the set of questions on investment income and
record the proportions of households that report positive interest income fromFiscal Studies
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building society, high-street bank and National Savings (post office) accounts
and positive dividend and interest income from stocks, shares, gilts and bonds.
10
Tables 9 to 12 summarise the evidence on wealth holdings. We present cross-
sectional profiles of ownership rates for each of the three wealth types at five-
yearly intervals, i.e. using data from 1973, 1978, 1983, 1988 and 1993. Within
each year, we divide the sample into five-year age bands and we record the mean
ownership rates within each age-group. With the data presented in this way, it is
relatively straightforward to analyse cohort patterns in wealth holding. This can
be done by starting with any age band in 1973 and tracing their behaviour across
the 21-year period through successive age-groups. We can follow the generation
aged 26 to 30 in 1973, for example, as 31- to 35-year-olds in 1978, 36- to 40-
year-olds in 1983, 41- to 45-year-olds in 1988 and 46- to 50-year-olds in 1993.
Table 9 presents cohort patterns of ownership of financial assets (bank,
building society and National Savings (post office) accounts and stocks, shares,
bonds and gilts). Over the 21-year period, there has been an increase in the
ownership of financial assets, from half the sample in 1973 to two-thirds of the
sample in 1993. There is a difference between the age profile of financial asset
holding by cross- section and the age profile by cohort: the profile for each
cohort shows a much steeper rate of growth of ownership with age than the age
profile by cross-section in any one year of data. If we follow the cohort of
households aged 26 to 30 in 1973, for example, and compare their ownership
rate aged 46 to 50 in 1993 against the ownership rate of the group of households
aged 46 to 50 in 1973, we can see the extent to which households in the cohort
are different from those in older generations (although this difference cannot be
attributed solely to generational factors). In 1973, 45 per cent of households aged
26 to 30 owned at least one financial asset, compared with 51 per cent of 46- to
50-year-olds. By 1993, however, the ownership rate among 46- to 50-year-olds
had reached 71 per cent.
In Table 10, we look at changes in the ownership of shares alone (information
on the other assets in the ‘shares etc.’ category — i.e. gilts, unit trusts, stocks and
bonds — is unavailable for the earlier years of FES data). Again, we observe
systematic patterns across groups of households within each cross-section, but
the most striking pattern is the growth in the incidence of ownership between
1983 and 1988, almost trebling over the five-year period and remaining at this
level in 1993. There are several possible reasons for this increase. This period
saw the flotation of a number of public utilities and building societies, which
generated wider opportunities for share ownership as well as an increase in
information regarding the process of buying and selling shares. In addition,
participation in the stock market through Personal Equity Plan (PEP) ownership
may have led to increases in individuals’ direct holdings of stocks and shares by
                                                                                                                                   
10 In the years for which both types of information are available, these two measures of asset information yield
comparable ownership measures.Savings and Wealth in the UK
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increasing their awareness of investment opportunities. Some evidence on the
relative importance of these explanations is available from the FRS for 1991-92
which has disaggregated share information by type of company — only 41 per
cent of shareholders held shares in companies other than building societies and /
or denationalised industries. This suggests that most of the growth in ownership
observed in Table 10 comes from individuals buying shares in privatised
industries (since the first building society flotation occurred only after 1988).
Table 9 shows that nearly all cohorts experienced a fall in the ownership rate
of financial assets in total between 1988 and 1993 which, according to Table 10,
cannot be attributed to a fall in share ownership over the business cycle.
Primarily, the observed fall in ownership of financial assets was driven by a
smaller proportion of individuals receiving interest from building society
accounts. This trend was also observed by Banks, Dilnot and Low (1994)
comparing data from the FRS in 1987-88 and 1991-92. They found a fall in the
proportion of individuals who reported an interest-bearing account (IBA) and a
fall in the mean and median amounts of money held in IBAs. One possible
explanation for this observed trend is that it reflects a reduced need to use IBAs
to meet high mortgage commitments after the period of high real interest rates at
the end of the 1980s. Alternatively, the change could reflect the impact of
financial liberalisation on building societies which now compete directly with
banks in offering non-interest-bearing current accounts.
Table 11 contains cohort profiles for the proportion of households that own
their house or have a mortgage. It shows an increase in the proportion ofFiscal Studies
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homeowners over the 21-year period and steeper age profiles by cohort than by
cross-section. The decline in ownership rates among the retired which is
observed when looking at homeownership rates by cross-section is not present in
cohort profiles of homeownership rates by age. In cross-section profiles,
therefore, we are not seeing the effect of asset decumulation by older
households, but the fact that older generations are less likely to own their own
homes — at all ages — than their younger counterparts.
Table 12 shows a downward trend in life insurance ownership rates across
the 21-year period, from 80 per cent of the sample in 1973 to 65 per cent in
1993. In this case, the cross-section profiles tend to overestimate the extent to
which households increase their ownership rates by age. Indeed, in many cases,
the cohort profiles of ownership actually show a decreasing proportion of
households holding life insurance policies with age. In 1973, for example, 83 per
cent of households aged 31 to 35 had a life insurance policy compared with 87
per cent of households aged 51 to 55. By 1993, however, when the younger
generation reached the age of 51 to 55 themselves, that proportion was reduced
to 72 per cent. In the case of life insurance, the observed fall in ownership rates
among retired households in cross-section is matched by a decline in ownership
rates across the cohort profile.Savings and Wealth in the UK
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3. Tax-Exempt Special Savings Accounts
One asset for which the FES contains detailed information is the Tax-Exempt
Special Savings Account (TESSA). These tax-privileged savings vehicles were
introduced in the Finance Act, 1990 as a means of encouraging small savers into
medium-term saving. From January 1991, any investor could invest up to a
maximum of £3,000 with an approved building society; any interest earned
would be entirely free from taxation, provided the capital was left in the account
for at least five years. Further deposits of up to £1,800 — made as a lump sum or
in several smaller payments — were allowed in each subsequent year, up to a
maximum of £9,000. In the first quarter for which TESSAs were available, over
two million plans were taken out, and by the first quarter of 1995, the number of
plans held had risen to over four million.
One important policy question is whether the introduction of TESSAs has
encouraged new saving and new savers, or whether the money invested in
TESSAs has simply been transferred from other sources by existing savers. We
do not deal with this directly, but as background evidence we use data from the
FES to look at TESSA ownership rates by demographic group to see whether the
distribution of TESSA ownership differs from that of other interest-bearing
accounts. Figure 2 shows a striking pattern of TESSA ownership by age and
income. TESSA ownership rates increase systematically with income among a
particular age-group and vice versa. They are negligible among youngFiscal Studies
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households with low incomes, but rise to over 40 per cent for higher-income
households where the head is over 55 years of age.
In Table 13, we present further information on the distribution of
characteristics for those households observed to be holding at least one TESSA
in 1994-95.
11 In the first two columns, we divide TESSA holders into
demographic groups and compare the sizes of these groups with the percentages
in the population as a whole. So, for example, almost 70 per cent of TESSA
holders are married couples, whereas these households only represent 60 per
cent of the population as a whole.
The third and fourth columns of Table 13 summarise for 1991 and 1994-95
the percentages of households in each demographic group that held at least one
TESSA. Since their introduction, the number of TESSAs has increased each year
and the percentage of the whole sample with a TESSA has risen from 6 per cent
by the end of 1991 to 13 per cent by the end of the first quarter of 1995.
However, the take-up of TESSAs has not been uniform across all demographic
groups, and the 15 demographic groups outlined earlier in the paper display
markedly different holdings, as the numbers in Table 13 would suggest. By the
end of the first quarter of 1995, only 1 per cent of young single parents owned a
                                                                                                                                   
11 These figures are available for each year since the introduction of TESSAs in 1991, but as the percentages
remain reasonably constant, we report the final year only.Savings and Wealth in the UK
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FIGURE 2
Proportion of Households with At Least One TESSA,
By Age and Income, 1994-95 FES
TESSA, compared with over a quarter of married couples aged 50 to 64 with no
children, 16 per cent of whom owned two TESSAs. The growth in TESSA
ownership was quite marked among owner-occupiers: by 1994-95, over a quarter
of owner-occupiers owned at least one TESSA and made up over half of all
TESSA owners. By 1994-95, the ownership rate of TESSAs among 50- to 64-
year-olds had also more than doubled since 1991, to nearly a quarter. Ownership
rates among pensioners more than doubled between 1991 and 1994-95.
As was shown in Figure 2, the likelihood of a household owning a TESSA
increases systematically with its income, but this effect has become less marked
over time. Figure 3 shows the proportions of households with TESSAs in the
first year of their introduction and then in 1994-95 — the last year of the FES
sample. The increasing ownership over the four-year period is evident at all
points of the income distribution, but the largest changes are concentrated in the
middle of the distribution. As a result, the distribution of TESSA holdings across
income has become less concentrated.
Table 14 summarises the information on the amount of money held in
TESSAs in each year since their introduction. In the FES, each individual with a
TESSA is asked to give the band into which the total amount falls, and in Table
14 we report the percentages of TESSAs falling into each band. We also report





















suggests that, in the first year, most investors put the maximum allowed —
£3,000 — into a TESSA: over three-quarters of TESSAs held in 1991 lie in the
band £2,001-£3,000. Similarly, in subsequent years, a large percentage of
TESSAs lie in the same band as the maximum amount allowable: nearly half of
all TESSAs lie in the £3,001-£5,000 band in 1992, over 40 per cent lie in the
£5,001-£9,000 band in 1993 and nearly half lie in this band in 1994-95. These
figures understate the extent to which individuals invested the maximum
possible in each year. Since the total number of TESSA holders grew each year,
there will be in each year a proportion of new or more recent TESSA holders
who are unable to invest the total cumulative maximum.Savings and Wealth in the UK
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FIGURE 3
Proportion of Households with At Least One TESSA, by Income Decile
IV. CONCLUSIONS
This study has provided first results from a previously unused source of data on
the savings and wealth holdings of UK households. The data, collected as part of
the Family Expenditure Survey, provide detailed information on household
ownership of different asset types, and, for some assets, a measure of actual
amounts held. In this paper, we have used this information to provide a detailed
description of the distribution of assets across households. The most recent year
of FES data were used to analyse cross-sectional patterns in saving by
demographic groups, and data from the last 21 years were used to look at longer-
term trends in this distribution. The analysis has confirmed the findings of
Banks, Dilnot and Low (1994), who documented the wealth distribution using a
different data source — the Financial Research Survey. The broad distribution of
wealth is similar across the two surveys. Most households have at least one
financial asset but do not have large stocks of total wealth.
Our primary aim has been to document the patterns that emerge from this
important new data source on household saving. This paper has provided
evidence of systematic differences across households in their propensities to
hold different asset types and of interesting long-term trends in patterns of
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has been a remarkable rise in the incidence of share ownership, with the result
that almost a third of middle-aged households now hold some shares. Finally, we
looked at demographic patterns in the ownership of TESSAs and have shown
that ownership rates vary dramatically by household type, with particularly
striking differences emerging when comparing age- and income groups.
Although these differences raise interesting questions relating to the
determinants of household saving behaviour and portfolio choice, we have not
attempted, at this stage, to distinguish between the competing economic
explanations for trends in personal saving. Understanding who saves what is a
vital first step in answering the question of why households save what they do.
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